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CONTROLLER’S  OFFICE 
CITY  SERVICES  AUDITOR 

The  City  Services  Auditor  was  created  within  the  Controller’s  Office  through  an  amendment  to  the 
City  Charter  that  was  approved  by  voters  in  November  2003.  Under  Appendix  F to  the  City  Charter, 
the  City  Services  Auditor  has  broad  authority  for: 

• Reporting  on  the  level  and  effectiveness  of  San  Francisco’s  public  services  and 
benchmarking  the  city  to  other  public  agencies  and  jurisdictions. 

• Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and  functions 
to  assess  efficiency  and  effectiveness  of  processes  and  services. 

• Operating  a whistleblower  hotline  and  website  and  investigating  reports  of  waste,  fraud,  and 
abuse  of  city  resources. 

• Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency  of  city 
government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits.  Financial 
audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and  provide  reasonable 
assurance  about  whether  financial  statements  are  presented  fairly  in  all  material  aspects  in 
conformity  with  generally  accepted  accounting  principles.  Attestation  engagements  examine,  review, 
or  perform  procedures  on  a broad  range  of  subjects  such  as  internal  controls;  compliance  with 
requirements  of  specified  laws,  regulations,  rules,  contracts,  or  grants;  and  the  reliability  of 
performance  measures.  Performance  audits  focus  primarily  on  assessment  of  city  services  and 
processes,  providing  recommendations  to  improve  department  operations. 

We  conduct  our  audits  in  accordance  with  the  Government  Auditing  Standards  published  by  the  U.S. 
Government  Accountability  Office  (GAO).  These  standards  require: 

• Independence  of  audit  staff  and  the  audit  organization. 

• Objectivity  of  the  auditors  performing  the  work. 

• Competent  staff,  including  continuing  professional  education. 

• Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the  auditing 
standards. 


Audit  Team:  Helen  Storrs,  Audit  Manager 

Edvida  Moore,  Associate  Auditor 
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January  21, 2010 

Board  of  Supervisors 
City  Hall,  Room  244 
1 Dr.  Carlton  B.  Goodlett  Place 
San  Francisco,  CA  94102 

President  and  Members: 

The  Controller’s  Office,  City  Services  Auditor  (CSA),  presents  its  report  concerning  the  audit  of 
franchise  fee  payments  Comcast  of  California  III,  Inc.  (Comcast)  made  to  the  City  and  County  of 
San  Francisco  (City)  to  operate  a cable  television  system.  Each  quarter,  Comcast  is  required  to 
report  its  gross  revenues  from  the  operation  of  its  cable  service  and  to  pay  5 percent  of  the 
gross  revenues  from  its  cable  service  as  a franchise  fee  to  the  City.  In  addition,  Comcast  is 
required  to  pay  annual  and  quarterly  grants  for  facilities  and  the  support  of  public,  educational, 
and  government  access  channels  (PEG  fees). 

Reporting  Period:  January  1 , 2006,  through  December  31 , 2007 

Fees  Paid: 

Franchise  Fees  $ 16,466,864 

PEG  Fees  3.268,838 

Total  $ 19,735,702 

Results: 

Comcast  correctly  paid  the  franchise  and  PEG  fees  due  to  the  City. 

Responses  from  the  Department  of  Technology  (DT)  and  Comcast  are  attached  to  this  report. 
Respectfully  submitted, 


Tonia  Lediju 
Director  of  Audits 


cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Public  Library 
Budget  Analyst 


415-554-7500 


City  Hall  • 1 Dr.  Carlton  B.  Goodlett  Place  • Room  316  • San  Francisco  CA  94102-4694 


FAX  415-554-7466 


Page  intentionally  left  blank. 


INTRODUCTION 


Audit  Authority 


Background 


Scope  and  Methodology 


The  Office  of  the  Controller  (Controller)  is  required  under 
San  Francisco  Administrative  Code  (Administrative  Code), 
Chapter  1 1 , Article  V,  Section  1 1 .44(a)  to  file  a report  with 
the  Board  of  Supervisors,  not  less  than  every  two  years, 
analyzing  whether  a franchisee  is  complying  with  the  audit, 
reporting  requirements,  and  payment  obligations  contained 
in  Chapter  1 1 and  the  franchise  ordinance.  In  addition,  the 
City  and  County  of  San  Francisco  (City)  has  the  right,  under 
Administrative  Code,  Chapter  1 1 , Article  V,  Section  1 1 .38, 
to  access  the  books  and  records  of  a franchisee  to  monitor 
compliance  with  Chapter  1 1 of  the  Administrative  Code,  the 
franchise  ordinance,  or  other  applicable  law.  Furthermore, 
the  City  Charter  provides  the  Controller,  City  Services 
Auditor  (CSA),  with  broad  authority  to  conduct  audits.  This 
audit  was  conducted  under  these  authorities. 

Comcast  of  California  III,  Inc.  (Comcast)  operates  a cable 
television  system  for  City  residents.  Comcast  has  been 
operating  this  franchise  under  the  City’s  cable  television 
franchise  ordinance  (franchise  agreement)  which  was  set  to 
expire  on  December  31, 2009.  Comcast  elected,  effective 
January  2,  2008,  to  have  a franchise  with  the  State  of 
California  under  California  Public  Utility  Code,  Section 
5860,  which  regulates  cable  operators.  Comcast  is  still 
required  to  pay  franchise  and  other  fees  to  the  City. 

The  City’s  franchise  agreement  was  administered  by  the 
Department  of  Technology  (DT).  The  City’s  Administrative 
Code,  Section  1 1 .22  required  Comcast  to  report  each 
quarter  its  gross  revenues  from  the  operation  of  its  cable 
television  service,  and  to  pay  5 percent  of  the  gross 
revenues  as  a franchise  fee  to  the  City.  Comcast  was 
required  to  pay  these  fees  within  90  days  after  the  end  of 
each  quarter.  Comcast  was  also  required  to  pay  an  annual 
$517,000  grant  and  a quarterly  $0.52  per  subscriber  fee  for 
facilities  and  the  operation  of  public,  educational,  and 
government  access  channels  (PEG  fees). 

The  purpose  of  this  audit  was  to  determine  whether 
Comcast  correctly  reported  its  gross  revenues  from  its 
cable  service  and  correctly  paid  the  City  the  franchise  fees 
and  other  fees  due  from  January  1 , 2006,  through 


i 


December  31 , 2007.  To  determine  whether  Comcast 
correctly  reported  gross  revenues  for  the  audit  period,  the 
audit  team  tested  on  a sample  basis  Comcast’s  supporting 
records  for  those  revenues,  and  assessed  the  timeliness  of 
Comcast’s  franchise  fee  payments.  As  part  of  this  audit  the 
audit  team  also  interviewed  staff  from  Comcast,  DT,  and 
the  Office  of  the  City  Attorney. 

This  performance  audit  was  conducted  in  accordance  with 
generally  accepted  government  auditing  standards.  These 
standards  require  planning  and  performing  the  audit  to 
obtain  sufficient,  appropriate  evidence  to  provide  a 
reasonable  basis  for  the  findings  and  conclusions  based  on 
the  audit  objectives.  We  believe  that  the  evidence  obtained 
provides  a reasonable  basis  for  the  findings  and 
conclusions  based  on  the  audit  objectives. 
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AUDIT  RESULTS 


Comcast  Correctly  Paid  Comcast  reported  gross  revenues  of  $329,337,289  and 
Franchise  Fees  and  PEG  correctly  paid  $16,466,864  in  franchise  fees  to  the  City  for 
Fees  to  the  City  the  period  from  January  1 , 2006,  through  December  31 , 

2007.  Comcast  also  correctly  paid  PEG  fees  totaling 
$3,268,838  for  facilities  and  the  support  of,  and  access  to, 
its  public,  educational,  and  government  access  (PEG) 
channels.  The  Exhibit  below  summarizes  Comcast’s 
reported  gross  revenues  and  fees  paid. 


TTiTf^H  Comcast  of  California  III,  Inc.  Fievenues  Reported  and  Fees  Paid 
H January  1,  2006,  through  December  31,  2007 

Reporting  Period 

Reported 

Gross 

Revenues 

Franchise 
Fees  Paid 

PEG  Fees 
Paid 

Total  Fees 
Paid 

1/1/2006  through  12/31/2006 
1/1/2007  through  12/31/2007 

$ 159,371,444 
169,965,845 

$ 7,968,572 

8,498,292 

$ 1 ,492,666 

1,776,172 

$ 9,461,238 

10,274,464 

Total 

$329,337,289 

$ 16,466,864 

$ 3,268,838 

$ 19,735,702 

Source:  Comcast  of  California  III,  Inc. 
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ATTACHMENT  A:  DT’S  RESPONSE 


City  St  County  of  San  Francisco 

Department  of 

Technology 


One  South  Van  Ness  Avenue,  2nd  Floor 
San  Francisco,  CA  94103-0948 
Office:  415-581-4001  • Fax:  415-581-4002 


January  12,  2010 


Tonia  Lediju,  Director  of  Audits 
City  Hall,  Room  476 
1 Dr.  Carlton  B.  Goodlett  Place 
San  Francisco,  CA  94102 


Dear  Ms.  Lediju: 

The  Department  of  Technology  (DT)  has  reviewed  the  Controller's  Office,  City  Services  Auditor 
(CSA)  report  titled  "Franchise  Fee  Audit  of  Comcast  of  California  III,  Inc."  As  you  know,  DT  was 
responsible  for  administering  the  Comcast  franchise  agreement  during  the  time  period  covered 
by  the  audit. 

DT  concurs  in  the  Controller's  audit  report  in  all  respects.  In  addition,  DT  wishes  to 
acknowledge  the  Controller's  Office,  and  especially  the  CSA  staff,  for  their  knowledgeable  and 
professional  work  in  conducting  this  audit. 

Please  do  not  hesitate  to  contact  me  if  you  have  any  questions. 


Jon  Walton 
Director  of  Technology 
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ATTACHMENT  B:  COMCAST’S  RESPONSE 


(comcast. 


Englewood.,  CO  80112 


Sent  via  Electronic  Submission 
January  15,  2010 


Ms.  Tonia  Lediju, 

Director  of  Audits 
City  Hall,  Room  476 
1 Dr.  Carlton  B.  Goodlett  Place 
San  Francisco,  CA  941 02 


Re:  Draft  Final  Audit  Report  on  Comcast  Cable  Communications  Franchise  Fee  remittances 

to  the  City  and  County  of  San  Francisco,  CA 

Dear  Ms.  Lediju: 

Comcast  wants  to  thank  the  City  and  County  of  San  Francisco,  California  (“the  City  and 
County”)  for  the  opportunity  to  respond  to  the  final  report  on  Comcast  of  California  III  Inc 
(“Comcast  or  Company”)  franchise  fee  remittances  for  (lie  period  beginning  January  1,  2006 
through  December  3 1 , 2007  (“Review  Period”). 

The  audit  conducted  and  report  produced  by  the  City  and  County  was  in  compliance  with 
the  confidentiality  agreement  executed  on  July  17, 2009.  1 would  like  to  take  this  opportunity  to 
call  out  a commendation  to  Helen  Storrs  and  Edvida  Moore  for  the  professional  and  proficient 
methods  utilized  throughout  the  franchise  fee  audit  process. 

Comcast  has  fully  reviewed  the  final  franchise  fee  audit  report  and  we  concur  with  the 
findings  on  the  franchise  fee  remittances,  thereby  closing  the  review  period  from  additional 
audit.  Comcast  will  continue  with  our  commitment  to  abiding  by  the  terms  of  our  Franchise 
Agreements  with  the  City  and  County  and  to  conducting  our  operations  in  accordance  with 
accepted  business  principles  and  standards  as  well  as  all  governing  laws. 

Respectfully, 

On  Beha  lf  of  Comcast  Cable  Communications,  LLC 


Robbin  Pepper 

Sr.  Director,  Rates  and  Regulatory 

cc:  Mr.  Robert  J.  Tarsia,  City  and  County  of  San  Francisco,  Deputy  Audit  Director 

Ms.  Helen  Storrs,  City  and  County  of  San  Francisco,  Audit  Manager 
Ms.  Edvida  Moore,  City  and  County  of  San  Francisco,  Associate  Auditor 
Lee  Ann  Peling,  Director  Government  Affairs,  Comcast  Cable 
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